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THE TWELVE COLLEGE BEsT Copy
LE

COST-QUALITY STUDY

INTRODUCTION AND COMMENTARY

Historically the private colleges and universities of the United States have
demonstrated a surprising resiliency. Their demise has been predicted peri-
odically since the earliest days when the Puritan fathers diccovered to their
dismay that men of academe could love both religion and the spitit of liberty.
The nation's educational history is marked by frequent attempts to crush or to
starve the zest for learning which has been particularly characteristic of inde-
pendent higher education in America. To borrow from the Rard, 'The course
of true learning never did rai smooth. "

As a group of twelve long-standing and also free-standing colleges and uni-
versities, we do not view either the present or the future with the denth of
pessimism in which '"the prognosis for our survival' is often couched. We are
not about to expire. On the other hand, we know that the conditions which sus-
tain genuine quality can d-teriorate rather rapidly. We do not wish to teach and
to promote learning in a time when mediocrity is acceptable because nothing else
can be afforded.

Our carly and individual attempts to relate cost to quality and to find arcas
ripe for cost reduction resulted, for the most part, in tampering with trivia.
I'he absence of reliable data on true costs in higher education and the absence
particularly »f sound comparative data becaine apparent and crippling. Without
such inforni:tion it isn't easy to cut expenditures in institutional budgets which
are the result of decades of experience and tradition. As a result, many colleges
and universities have hoped that somehow a combination of government aid, both
Federal and state, would bail us out. But the process of obtaining consensus
within governrncrnt circles regarding the form of that aid plus the reluctance of
some to recognize its necessity causes many of us to wonder if it will ever come
and, if it should come, whether it would ever be sufficient.

The Cost-Quality Study is an effort on the part of twelve leading institutions
of higher learning to werk tcgether on a sensible solution to fiscal dilemmas.
Income from government and private sources is essential but not sufficient. A
kev component is institutional self-analysis. The question becomes: How and
where does a college or university pull back, reduce, eliminate or curtail with-
out destroying its own academic purpose and integrity? Attention must be focused



on why the institution exists and what it intends primarily to accomplish, This
report represeats the first chapter of 4 comparative situdy of the sensible allo-
cation of resources.

The twelve institutions which gronped together to undertake the study have
not cooperated in jeint efforts in the past. They arc all "hiph expectation in-
stitutions. Co'nparatively, their endowments are generous, their facuvlty and
statf salaries are well abuve average, and their expenditures for equipment and
libraries are beyond any hint of deprivation. Inceed, even their tuition charges
are above average. As a group, they are '"national" in the sense that they draw
their students from many states and reiirn their alumni to the service of more
than the local area.

Curiously, in many ways institutions of this character have more to lose if
a diminution of quality were (0 Le imposed by cutside economic circumstances.
If independent higher education in the Uniied States is to lose its strength, these
are the truly vulnerable institutions.

Knowing only too well the implications in all that we have recited here,
these twelve colleges and universities did not hesitate in accepting quickly and
cooperating fully in a Cust-Quality Study. This has been a demanding survey in
terms of a major commitment of staff time. It has also been a study which has
proved graphically that institutions which o re normally somewhat competitive
and marked by some piivatism in their approach can drop all such pretensions
and share confidential information with one another without hesitation.

The joint approach was undertaken because it permitted comparative anal-
yses of the utilization of resources by relatively similar institutions. Practical
solutions could be assessed by sharing experiences. and son.e logical paths of
action could be charted if a group agreed to the approach. Single institutions
still find it difficult to experiment because of the genuine fiscal risks in failure.

Happily the Buhl Foundation sensed the possibilities in such a joint study
and in the contribution which a cost-quality search might make tu all highe~
education, both public and private. The twelve iastitutions were fortunate alsc
in enlisting the advice and counsel of Dr. Samuel B. Gould, for.ner Chancellor
of the State University of New York and a man of experience in both private and
public education. McKinsey & Company, Inc. gathered the data, carried out
the analyses and formulated the recommendations which comprised the bulk of
the study.

Early last summer the chief academic and business officers o1 the twelve
colleges and univernities met to identify those areas of operation offering the



greatest possibilities for substaatial savings. Later the presidents added their
perspective to the mounting conviction that mere budget juggling would not be
cnough. At a workshop held in November to surve; the possibilities, the presi-
dents, chief academic officers, and chief fiscal officers were joined by three
more analysts and observers: Dr. Earl F. Cheit, Professor of Business
Administration at the Universit- of California and author of the carnegie
Commission report on the '""New Depression in Higher Educatior'; Dr. Merrimon
Cuninggim, Prcsident of the Danforth Foundatiou; and Dr. Frederic K, Miller,
Commissioner for Higher Education in the Commonwealth of Pennsy lva fa who
is now President of the Penusylvania Comimission fur ludependent Colleges and
Universities,

We now know more about ourselves than we had =»xpected. We have learned
that many of the decisions regarding sensible allocation of resonrces go back
o the basic purposes of the institation. For example, does one provide a
library which houses as many published volunies as possible? Cr does a college
or university provide a library which serves the particular and sometimes pe-
culiar needs of undergraduate ewucation? Does a college make available sub-
stantial sums in the forn. of financial assistance to an ever-increasing number
of economically disadvantaged students because it wants to do so, because it
feels it must, or because it has slipped almost unthinkingly into a pattern from
which escape is not easy? What sacrifices must be made if the pattern continues?
What are the priorities?

We learned also that a surprising amount of disparity exists evei. within an
apparcitly similar group of colleges and universities. Costs can vary wid.:ly
without immediately obvious variations in results. Large differences occur in
the cost of instruction per student within individual colleges and within particu-
lar disciplines offered by all in the group of twelve. We confirnmed what we had
suspected - that an academic program or service is not necessarily '""good"
merely because it requires a large expenditure of resources, nor is it neces-
sarily "poor' in quality because it costs comparatively less. And we learned
that it is not always simple but it is nonetheless rewaraing to attemp" to make
comparisons between large and small colleges and uriversities,

I'he study is an immediate guide to the twelve institutions for their own
analysces of resovree allocation, The report presented here by McKinsey &
Company covers facully, academic programs, iibrary, administration and stu-
dent ~cervices, student aid, and cash management, Other arcas, such 23 aux-
iliary enterprises, wore explored unt’l it became evident that fardhicr st 1dy-
would not be sufficicntly prodactive or that the arva was no' of "hipi, leverage"
vadue.  Pais report, which is designed in part as a guide to similar gr. ps ol
mstitutions, limits the treatment of Jdati to averages and over -all rnges in




order to presereve the confidentiality of cach institutions figures. The twelve
have available for internal use more detaild information and analyses, The
presert rep ctdoes, however, give a sense of the scope of the study.

Each of the twelve colleges and universtiies will now look at itself in
greater detail and with great care . Most of them have established or are estab-
lishing a committee or council on institutional priorities which will involve fac-
ulty members. trustees and students in decisions based on the information

acered in the study .

The twelve colleges and universities have decided to continue their associa-
tion us aninformal group in order to undertake further sharing of information
and further studics, as well as to exaniine the pos. ibility of some expcrimental
approcches. I w arcas appear ripe for immediate attention:

1. Faculty appointiment and development, This study will be concerned
with the relationship of individual tuman beings to institutional re-
quiremecnts and resources. What are the existing appcintment policies
and practices? How is the faculty member evaluated, continued under
contract, 1moved toward tenure? What are the institutional pressures?
What is the precise fiscal effect? Are changes possible and wise?
What modifications might be rnade? (This study will be ronducted in
1972 uoder graats from the Rockefelles Foundation and the nited
States Steel Foundation.)

2. A better system of evaluation accounting. Cclleges and iniversit'es
are not yet ready to study eessily and thoroughly how costs relate to
quality or to productivity. "“he present system is based cr. cash flow,
rather than a ready look at resource allocation.

3. Detailed analysis of cost, efficiency and purpose in both adminis.ra-
tive siructure and in student scrvices.

4. Further definition of the potential for cost saving in cash management.

This ctfort is but a beginning. It arises not out of desperation but from a
genuine coszernover the long-term quality of a remarkable agency in American
Life: the private celleges and un versities which have provided highcr eoducation
with some cf its vory o st leade, ship.

Edward D. Eddy, Chaiman
Chatl am Coliege
Pittsburgh, P :an ylvani:

Tarwary 3, 197¢
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Dr. Edward D. Eddy, Jr., President
Chatham College

Woodland Road

iittsburgh, Pennsylvania 15232

Dear Sir:

With this Jetrer we submit onr final report on the Twelve College Cost-
Quality Study. The report summarizes the large amount of data supnlied by
participating institutions, as well as the detailed analyses of these data. These
data and analyses were discussed fully and distributed at the 2-day meeting held
at Hershey, Pennsylvania., In this document we have limited our treatment of
data to presenting averages and overall ranges of measured parameters so as to
preserve the confidentiality of individual institutional data.

The report is oriented primarily toward two groups: (1) the participants in
the Hershey meeting who, because it was impossible for any one verson to attend
all sessions, may have «n incomplete picture of tke whole study; and (2) the non-
participant members of the 12 institutions, who may nevertheless be involved in
the effort to realize potential opnortunities identified during the study.

We have organized the discussion of the Study's backgronund and findings into

four sections:

A - Origins of the Study - discussing the nature of the financial diffi-

culties confronting independent institutions of higher learning and the

consegiient establishment of the Cost-Quality Study.

B - Analvtico! Approach - desceribing the criteria by which the areas

for examination were systematically determined and how comparative
data were employed to sugpest alternative uses of rosources.

C  Opportunitics for Improving Resoarce Utin-ation - suggested by

the analysis of data indicating areas in which the institutions as a aronp
appear to have opportunities to reduce real resources experded with a
minimal impact on quality,

.
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D - Concluding Observation: - on the outconie and practical ditficultios

of such a study,

In addition, in anattachment, we have listed a series of questions to guide
cach institution as it reviews its own operations in light of the comparative data.

We wish to express our appreciation for the opportunity to work with you on
this endeavor - one, we believe confronts issues that rank among the most urgent
and complex Jfacing college and university administrators. As you know, the
Study was truly a collaborative effort; the spirit of interest and cooperation of
individuals at all 12 institutions was crucially important to the Study's success,
We would like to acknowledge specifically the excellent cooperation and substan-
tive input we recceived from you, Richard Morrill, Norman Chmura, Robirt Barr,
and others of the statf of Chatham College.

Respectiully submitted,

Y e/@/éﬁ@ Mo,

Q McKinsey & Company, Ine.
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McKinsey & Company reports on the worsening financial
condition of Pennsylvania's independent colleges and
universities.

The President of Chatharn College suggests to the presidents
of 11 other Pennsylvania colleges and universities that the
12 institutions join in a study of ways to reduce cost without
lessening academic quality,

Receipt of a grant for the study from the Buhl Foundation.
McKinsey & Company retained as consultants.

Chief financial and academic officers from the participating
institutions meet to identify the areas of major concern.

After consultation with a subgroup of academic and business
officers, McKinsey & Company prepares data forms for dis-
tribution to the particifating institutions.

College and university officers complete the forms for analysis
and comparisons.

Meeting of the presidents to review progress of the study and
suggest priorities for the November workshop.

The presidents, top fin.ncial and academic officers meet to
receive and discuss McKinsey's analysis and recommendations.

The 12 institutions decide to continue as an informal group for
further cooperative study and action on the problem of cost and
quality. First step will be a detailed study of faculty appoint-

ment policies and practices.

Report of the study thus far issued by the 12-college gtoup and
by McKinsey & Company.

McKinsey & Company, Inc.
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TWELVE COLLEGE COST-QUALITY STUDY

The Cost-Quality Study was undertaken in direct response to the growing fi-
nancial pressures on institutions of higher learning. The fiscal crisis has now
been documented by a number of studies and is rapidly becoming a matter of
grave concern, The deteriorating financial condition of higher education appears
to be a consequence of a fundamentally changed economic environment rather
than of temporary aberrations such as high inflation or a falling stock market,
In the absence of substantial new sources of revenue, the financial balance so
essential to continuing strength in higher education can be achieved only as a re-
sult of actions taken by institutions themselves. The form such actions should
take, however, is not readily apparent; but there is widespread apprehensio-
that, to the extent they will involve reductions ‘n expenditures, they must even-
tually lead to a lowering of the quality of educational programs.

Twelve Pennsylvania private colleges and universities hoped that the joint
effort represented by the Cost-Quality Study might help to allay this concern by
exploring the different patterns ¢f resource utilization employed by this group
of institutions (although they are not similar in all respects, these institutions
are uniformly regarded as having high quality educational programs).

The major efforts of the study thus far have been devoted, therefore, to ex-
amining differing patterns of resource utilization. The alternative practices
identified served as a basis for exploring the potential cost reduction opportun-
ities that might be made without jeopardizing educational quality. The compara-
tive data and analyses developed during the study were presented and discussed
at a 2-day meeting* of presidents, academic officers, and business officers of
the 12 institutions. This memorandum presents those data and analyses in sum-
mary form; it also describes the background and conduct of the study. The dis-
cussion is organized into four parts:

¢y Study origins and objectives
Y Analytical approach
¥ Potential opportunities

¢ General observations,

* - Hershey, Pennsylvania: Novemt ¢~ 16-17, 1971,

EMC McKinsey & Company. Inc.




A - ORIGINS OF THE STUDY

The deteriorating financial condition of higher education generally - and of
private higher education in particular - has been the subject of intense discus-
sion during the past 2 years. Professor Earl Cheit's study of 41 representative
institutions® led the Carnegie Commission on Higher Education to conclude that
540 private and public institutions currently are in "financial difficulty" and that
another 1,000 are well on their way to that unhappy financial status. Two sub-
sequent analyses of private higher education nationally conducted by the Associa-
tion of American Colleges under the direction of William Jellema? dramatically
demonstrated the acute deterioration of the financial condition of independent in-
stitutions. The most recent of these studies found that over 250 institutions will
exhaust their liquid assets within 10 years if current levels of deficits are main-
tained, and that 74 were already on the verge of bankruptcy.

Our own study of the financial condition of independent higher education in
the Corimonwealth of Pennsylvania3 corroborated these disquieting findings; in
the 5-year period between 1965-66 to 1969-70 the aggregate current operating
result declined from a $19 million surplus to a deficit of approximately $1 mil-
lion; the capital deficit, during the same period, increased from $22 m‘llion tc
$40. 6 million.

The 12 institutions participating in this current study have had experiences
common to those of independent higher education generally; their financial posi-
tions, tool have deteriorated markedly in the past 5 years. For these institu-
tions? the aggregate operaling result for 1969-70 was a deficit of $1, 2 million
as contrasted with an operating surplus of $3. 6 million in 1965-66.2 (One must

1 - The New Depression in Higher tducation (1971, The Carnegie Foundation

for the Advancement of Teaching).

2 - The Red and The Black (Association of American Colleges) and Redder
and Much Redder (August 1971, Association of American Colleges).

3 - Study of the Financial Condition of Independent Higher Education in the
Commonwealth of Pennsylvania (1971, Commission for Independent Col-
leges and Universities, Harrisburg, Pennsylvania).

4 - Excluding one institution for which comparative financial data was not
available,

5 - When capital results are combined with operating results, the seven
institutions with operating deficits in 1969-70 showed a total deficit,
amounting to $8. 3 million,

McKinsey & Company, Inc.
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keep in mind that these rank among the "wealthicer and healthier" institutions in
a region noted for excellence in higher education.) A pattern of increased oper-
ating deficits is clearly apparent; and projections for all the institutions suggest
that, in the absence of significant alteration in the pattern of resource utiliza-
tion, operating deficits will continue to grow, reaching approximately $8 mil-
lion by 1975-76,

All of this evidence underscored facts already known to many in the academic
community: that the growth in expenditures for educational and general purposes,
student aid, administrative activities, and auxiliary enterprises has clearly out-
paced the growth in revenues,

Reaction to this profound economic change has taken several forms. More
public support, especially from the federal government, has been sought, and
the possible Senate-Ilouse compromise on the Higher Education Bill offers some
promise of modest relief. In cfforts to help themselves, institution. throughout
the -ation have begun to eliminate some of their obviously questionable expendi-
tures and have cut costs in such nonacademic areas as plant maintenance and
administrative services, Finally, a few institutions have engaged in an earnest
reexamination of their educational objectives, the academic programs required
to achieve them, and the resources available to finance them. The need for such
self-study has been accentuated by the realization that the alarming projections
were based upon merely masntaining current endeavors - not unon the expansion
of academic programs. It has become clear that if large deficits are to be
avoided, the growth in expendable resources required to carry on' the educational

programs must be limited, Hence, a fundamental reassessment of internal re-
source utilization is required,

The necessity of this reassessment brought together the 12 instititions par-
icipating in the Cost-Quality Study, ‘These institutions are among those with
relatively high educational expenditures per student, and thus, by traditional
meas:res, can be considered "quality" institutions.  They decided t. explore
ivintly the possibilities for self-help in dealing with the problems o [inancial
stringency while maintaining or improving standards of educationa’ quality, A
collective approach to identification and examination of responses to financial
problenmis promised a nunber of benefits,  First, it would permit comparative
analyscs of how relatively similar institutions utilize resources.  Scoond,
throuvhi shaving esperiences in approaches to institutional management, the par-
ficipating institutions could better assess the potential of certain solutions as
well as their pracucality, Third, the implementation of some steps might be

casier tor a groap of institations than for a single institation,

McKinsey & Company, Ine.



B - ANALYTICAL APPROACH

The basic objective accomplished by the study has been the systematic ex-
amination of institutional operations for opportunities to reduce costs. To meet
this obiective two criteria had to be satisfied - first, that potential net savings
be of a magnitude that would eliminate operating deficits projected for the fu-
ture; and cecond, that the savings be realized from those activities either least
essentia. to the vital purposes of the institution or else unduly expensive in re-
lation to similar activities at other institutions.

In practice, the desired approach entailed: (1) focusing the study effort on
those areas of operation most likely to produce the necessary savings, and
(2) contrasting the alternative modes of operation of the 12 institutions to iden-
tify opportunities for improved resource utilization.

FOCUSING STUDY EFFORT

The initial diagnostic effort to determine those operations really worth ex-
amining relied heavily on institutional data available at the beginning of the study,
While these initial data were at the level of detail found in the typical annual re-
port of an institution, they provided the basis for reaching early agreement on
the relative importance of the various areas,

More specifically, these data were employed to highlight the fcllowing areas
of operation:

1. Operations consuming the greatest proportion of available resources,
i.e., (a)instruction, and (b) administrative activities. These two
areas account for approximately 70 percent of the operating budget
exclusive of Sponsored Research and Auxiliary Enterprises,

2. Operations most directly contributing to deficits, in the sense that
existing and growing deficits are heavily influenced by such activities,
The principal area falling into this category is Student Aid. Student
Aid account deficits® were the chief contributor to the relatively small
net deficits of 1969-70 and are aniicvipated to be the cause of more than
half of the projected deficits,

- The stadent Aid account deficit is defined as the differcnce between
revenues specifically carmarked for studeni aid purposcs and the
total expenditures for aid made by the institution: the difference is
made up from general operating revenues,

EMC McKinsey & Company, Ine.
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3. Operations performed at significantly different costs at difierent in-

stitutions,  When comparing expenditures per student at these insti-
tutions, it was apparent that significant variations existed in library,
administrative, and student service activities,

4. Areas of particular concern to institutions, cither because of their

potential impact on the level of benefits which might be realized from
the study or because they otherwise present special opportunities,
Rank and tenure structure of faculties, cash management, and com-
puter operations were three such areas,

COMPARING INSTITUTIONS

Having identified the institutional areas that appeared to have the greatest
cost reduction potential, the study participants then examined these areas more
closely. To provide a basis for this examination detailed comparative data were
collected on program expenditures and outputs in each of the areas, These data
would make it possible to contrast operations at the various institutions so as to
reveal alternative ways of accomplishing program objectives,

Invariably, some institutions devote relatively fewer resources to particu-
lar functions than others - either because they have assigned these funciions
lower priorities or because they are somehow performing them more econom-
ically, Ir ecither event, a presumptive case could be made that, for those insti-
tutions devoting relatively greater resources to these functions, opportunities
exist for them to reduce costs with little or no impairment to their vssential
programs,

While a presumiptive case can feasibly be made, a conclusive case cannot -
there are no "right'" or "wrong' ways for an institution to allocate resources .
Insofar as individual institutions have different purposces and varving strengths
and weaknesses, the result of their operating decisions should be different. An
underlying tenet of the study, therefore, was that there are no norms to which
all the institutions should aspire, Rather, each institution should hope to gain
from the study o basis for reexamining purposefully its resource allocations to
see how, in light of the institutional strategyv, costs might best be reduced,

Theretore, with the above objectives of developing more detailed compa ra-
tive data in mind, the data collection effort was designed to serve several

parposes:

o indicate where there are wide variation amaong institutions in the re-

cotrces applied to accomplish given activities

McKinsey & Company, Ine.



<. Imply alternatives to existing policies and ways of implementing them -
i. e., show how institutions operate diifercntly, especially where a
particular service is either not offered by certain irstitutions or of-
fered to a more limited extent by some than by others

3. Establish a framework within which institutions can more ecasily iden-
tify activities requiring a level of resources inconsisteiit with institu-
tional goals,

The detailed data requirements were developed by McKinsey & Company,
with the assistance of a committee of academic and business officers, The data
were then compiled by the participating institutions and forwarded to us for anal-
ysis and presentation at the meeting in which presidents, academic officers and
business officers participated,

EMC McKinsey & Company, Inc.
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C - OV POKITUNTIES FOR IMPROVING RESOURCE UTILIZATION

This section summmarizes the results of our analysis of the comparative data
and indicates areas for further study by each institution. The discussion is in
terms of the group rather than individual institutions., This approach preserves
confidentiality of data and reflzcts the expectation that each institution can best
determine the set of actions most appropriate to its own condition,

The oppurtunities discussed will pot be equally attractive to all institutions -
not even to all that appear to devote a disproportionate share of resources to
given activities, Nevertheless, we would expect that for the group, more often
than not, the opportunities described below will prove to be in areas where ac-
tion can be taken to reduce costls with a minimum adverse impact on institutional
programs,

The areas discussed are grouped as follows:

I, Academic - inciuding Instruction and Departmental Research, and
Library operatioins

2. Student Aid

3. Administration, divided into
- Academic and business functions

- Student services
4. Cash management,

ACADEM'C AREA

[n this section, we discuss two major cost areas - instruction and libraries.
Together these activities account for more than half of the narticipating institu-
tions' total operating expenditures, exclusive of Sponsored Research and Auxiliary
Enterprises. The costs of instruction are reflected by the badget category Instruc-
fion and Departmental Research. These expenditures vary considerably among the
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12 institutions* as shown in Table 1, which lists high, median, and locv’ costs
per undergraduate course enrollment within the group of institutions, %%

Table 1

Instruction and Departmental Research
Expenditures Per Course Enrollment

1970-71
Average Cost Per
Course Enrollment High Median Low
OVERALL $229 $139 $ 96
BY DIVISION
- Humanities $215 $131 $ 95
- Social Sciences $173 $ 94 $ 77
- Science and Mathema.ics $613 $163 $113

To make the variations more evident, Exhibit I shows the range of expendi-
tures per undergraduate course enrollment among 11 of the institutions. For
each institution, the bar represents the range of expenditures per course enroll-
ment for the departments within the humanities division. For example, the first
bar at the left of Exhibit I indicates that the expenditures per course registration
for one department within humanities was between four and five times that of
another in the sarne division.

The principal factors that determine instructional costs are: (1) number of
faculty members, (2) faculty rank and compensation structure, and (3) clerical
support. We will discuss each of these below and then take up library costs.

“ - Three of the participating institutions have substantial graduate programs,
whereas the other nine are essentially 4-year undergraduate institutions.
To permit comparisons, only the undergraduate programs of the univer-
sities are included. Since one of the universities was not able to submit
separate graduate and undergraduate data, its data are not included in
the comparison,

#" - Course enrollments are the aggregate number of course registrations by
students throughout the normal year (i.e., excluding summer school and
extension registrations). )
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Number of
Faculty Members

The single most important determinant of total instructional costs is the
number of full-time equivalent teaching faculty members (FTEF). To make
data on numbers of teaching faculty members comparable among institutions, it
is necessay to relate them to the number of course enrollments taught per FTEF
(CE/FTEF). The variations in course enrollments per FTEF among the 12 in-
stitutions 1n undergraduate programs is shown in Table 2.% As expected, the
data show that faculty workload, as expressed in course enrollments per FTEF,
arc inversely proportional to the costs per course enrol!ment shown in Table 1.

Table 2

Course Enrollments per Full-Time Equivalent Faculty Member

1970-71
Cour:¢e Enrollments
Per "TEF High Median k(_)y_
OVERALL 154 116 2
BY DIVISION
- Humanities 133 98 76
- Social Sciences 185 182 104
- Svience and Mathematics 149 103 75

The purpose of comparing academic data among the participating institutions
is twefold:

L. To determine the academic areas in which institut’ons should concen-
trate their attention on lirziting numbers of faculty

>« To indicate ways to reduce the net number of faculty members needed

L )

to accemplish an instiiution's academic mission,

»

* - Theanstitutions represented in Tabic 2 are the same as those shown in
Table I, but the institution with the high costs per course enrollment
has the low course enrollments per FTEF,

[MC McKinsey & Company, Ine.
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To this end, modes of faculty utilization among and within the 12 institutions
were contrasted to provide a basis for questioning present practices. More spec-
ifically, course enrollments per FTEF in individual departments as well as
major divisions - i, e,, humanities, social sciences, and sciences/mathematics -
were examined. Two principal conclusions flowed from these comparisons.

First, while some divisions are inherently more expensive than others, the
underlying differences in faculty utilization appear to exceed any fundamental
needs of the disciplines. As shown in Table 3, faculty members in the sciences
on average teach fewer students than faculty memb': n other divisions - some-
what fewer than in humanities; significantly fewer " :. ‘: social sciences.

Table 3

Comparison of Faculty Utilization in Different Divisions

1970-71
High Median _ Low
. CEIFTEF Mamaiins) L3690 .72
2 CE/TFTEF (Sciences) 1. 25 24 50

CE/FTEF (Social Sciences)

The ratio of 0.74 ir line 2 under the column headed "average" indicates that the
avercge facnlty member in the sciences in this institution teaches only 74 per-
ccnt of tt.e number of students taught by the average social sciences faculty mem-
ber, Th.s pattern, however, is not universal. For the institutions with ratios
greater than one, listed in the "high' column, the science faculty teaches more
students on average than the faculty in humanities or social sciences. At the
other extreme, the science faculty in one institution teaches only half the number
of students as the social science faculty.

Second, there appears to be little predictability (other than for foreign lan-

guages) as to whether a given department will have a high or low faculty utiliza-
tion, By identifying the departments with the highest and lowest faculty utilization

“ - For all of the following tables the data shown in each column are not
necessarily for the same institution,
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within divisions of the various institutions, ii was apparent that a given depart-
ment showing relatively high utilization at some institut.ons might show low util-
ization at others., For example, at two institutions the economics department
ranked among the social sciences having the lowest faculty utilization, while at
three other institutions it ranked among those with the highest utilization. In
Table 4, we compare faculty utilization in three illustrative departments to the
average faculty utilization of departments within their respective divisions,

Table 4

Variatior in Faculty Utilization in Illustrative Departments

1970-71
High Median Low
CE/FTEF (English)
- CE/FTEF (Humanities) 1.32 1.14 0.94
. CE/FTEF (History)
“* CE/FTEF (Social Sciences) 1.26 0. 99 0.67
3, CE/FTEF (Physics) 116 0. 90 041

CE/FTEF (Sciences)

The data thus compel the general conclusion that most departments with
low course enrollments per FTEF have little a priori claim on additional faculty
resources vis-a-vis other departments in their divisions, Moreover, in the
course of the workshop discussions, some participants saw little correlation
between the degree of faculty utilization in a given department and the esteem
in which the department is held within the institution, In short, it appears that
low faculty utilization is frequently not planned, but rather is the inadvertent,
cumulative result of past decisions, These anomolies strongly suggest that, as
institutions attempt to improve resource utilization, departmental staffing levels
should be critically reexamined,

Planning numbers of faculty members on the basis of utilization levels has
several evident virtures, It can be justified on the basis of: (1) establishing
greater "equity" for students, and (2) reaching standards of workload already
existing in other departments, By equity, we mean the notion that students pay-
ing equal tuition fees should presumably receive approximately comparable re-
sourves - consistent with the valid dictates of their major disciplines. The
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second justitication sugpests that if average workloads within a division are con-
sisternt with an institution's academic standards, increasing workloads in tow-
enrollment depiavtments generally should then be acceptable - allowing, again,
for the inherent demuands of the disciplines,

For illustrative purposes, we determined the impact of applying the above
criterion to the departments with Yow faculty utilization - i. e, » we calculated the
number of positions that hypothetically would be rveduced if workload in low en-
rollment departiments (less than 80 percent of the division average) were increased
to the division average through a reduction of faculty positions. The calculated
result was that faculty members would be reduced by 2 to 7 percent among the
12 institutions., The numbers would of course be la rger still if workload differ-
ences amony divisions could also be reduced (e. g., the average CE/FTEF in
sciences brought closer to that in humanities).

Although this approach can be justified on commonly understood grounds, it
suffers from being mechanistic and arbitrary, Departmental academic strenpgths
are derived from more subtle sources than simple student-faculty ratios. More-
over, differences in faculty utilization may be the result of deliberate institutional
strategy. These considerations notwithstanding, we believe this process can be
useful in challenginyg existing practices and questioning whether differences are
in fact the result of conscious decisions.

Analyses of the kind just described suggest avenues of inquiry for determin-
ing where cost reductions are likely to have the least adverse effects. Never-
theless, if reductions are truly to have a minimum impact on quality, each
institution must also reevaluate the ways in which its overall faculty fulfills its
professional responsibilities. As will be shown, faculty members are employed
differently at the various institutions. Consequently, we believe opportunities
exist to modify curricula and modes of instruction to improve the match hetween
faculty resources (in terms of numbers and individual strengths) and educational
objectives of the institution,

To provide a framework for examining the employment of faculty members,
Exhibit II relates typical faculty functions to certain illustrative educational ob-
jectives., The purpose of the matrix is to bring greater discipline to the distri-
bution of faculty resources, in light of the particular educational objectives the
individual institution is trying to achieve. This framework could prove useful in
assigninyg instructional responsibilities as well as in recruiting and developing
faculties. It is highly unlikely that each faculty member or potential faculty mem-
ber is equally adept at the different forms of instruction shown in 15xhibit [I. To
the extent an institution, in the light of its own educational objectives, can deter-
mine its overall requirements for these different instructional forms, and,
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against those requirements, develop a sort of "inventory" of skills of iis cur-
rent facul.y, the comparison should provide important guidance in faculty selec -
tion decisions,

In bilancing facully resources against educational objectives, attention may
be focus:d on a number of choices among conflicting denrands. Examples of the
types of actions likely to be considered include:

¢ Shifting modes of instruction, to limit the incidence of the small sem -
inar in favor of larger lectures supplemented by some additional
tutorials

¥ Reducing number of courses

¥ Placing greater educational burden on students, through use of inde-
pendent study (without heavy reliance on faculty members)

¥ Reducing the requirements for faculty time in science laboratories

(]

Limiting the purposes for which faculty members are released from
teaching assigrr- 'n's,

The specific actions taken muast balance the capabilities of faculty members
against the needs of students as determined by students' level of preparation for
higher education and the dictates of major disciplines. With this caveat in mind,
the significant differences that exist among the 12 institutions in academic prac-
tices suggest that there are opportunities to make changes, such as those listed
above, that will permit reductions in numbers of faculty with little or no harm to
overall programs. This point can be illustrated with comparative data on:

(1) number of courses, (2) incidence of independent study, (3) relative demands
of laboratories on faculty time, and (4) use of released time to suppcrt adminis-
trative functions.

Table 5 contrasts institutions in terms of the total number of undergraduate

courses offered and cites, as a specific exarmple, the number of courses offered
in history,

MeKinsey & Company, Ine.



14

Table 5

Number of Courses Offcered

1970-71

- High:: i
University College Median Low

Total Liberal Arts and 507 439 379 264
Scienves courses

History Coursces 63 43 27 18

The fact that all of the institutions in this group offer what are generally consid-
ered to be quality programs suggests that those offering large number of courses
have the potential for substantial savings through curricuium redesign.

Table 6 similarly illustrates the large dissimilarities that exist in the use
of independent study,

Table 6

Variation in Incidence of Independent Study

1970-71
High Median Low
Percent of total course 11% 2% 0, 6%

enrollments represented by
independent study

To the extent that independent study can represent net reduction of demands on
faculty time and a different, but nevertheless high quality educational expericence

% - Where this report presents data fo» high, mediar, and low institutions,
only, all 12 institutions arc included, In some irstances, conditions at
universities are considered sutficiently unique that high, median, and
low data are presented for 8 colleges; the high (or low, as appropriate)
university data are shown scparately,
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for students, institutions appear to have an opportunity to increase this mode of
instruction,

Variations in the faculty time devoted to laboratory programs, shown in
Table 7, are a result of different implicit policies regarding: (1) fraction of
science courses with laboratory requirements, and (2) fraction of laboratories
staffed by faculty members (as opposed to paraprofessionals or students), These
differences are shown in Table 7 for three science departments that exist in vir-
tually all of the institutions,

Table 7

Laboratory Requirements

1970-71

Low
High Median College University

Fraction of courses with
laboratory requirements

- Chemistry 1.CO 0.76 0. 37 0.26

- Physics 1.00  0.60 0.46 0.16

- Biology 0.96 0.74 0. 38 0.25
Fraction of laboratories with faculty

- Chemistry 1.00 0.58 0. 35 0. 24

- Physics 1.00 0.82 0.41 0.54

- Biology 0.95 0. 48 0.4 0.80

The last set of comparative data concerns the release of faculty members
from teaching duties while they are performing administrative cuties - €.8., serve-
ing as departmental chairmen. The data among institutions are not strictly com-
parable in that some institutions pay faculty additional compensation for performing
administrative roles rather than assigning reduced teaching loads, Nevertheless,
seven institutions report faculty released time varying from the equivalent of
l. 2 percent of total teaching faculty to 7.4 percent. Some institutions apparently
consider that, given the experience and naturally higher compensation of senior
faculty members, the duties of departmental chairmen should be assumed by them
without released time allowance,
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Faculty Rank and
Salary Structure

In addition to the number of faculty members, the factors that determine
total cost of faculty are the rank and tenure of faculty members and the salary
structure. While these factors offer lower leverage in reducing costs than does
the reduction in numbers, they are still of sufficient importance as a potential
source of savings that they should not be overlooked in considering cost-quality
problems,

Differences among the 12 institutions in the relative seniority of faculty mem-
bers is marked, the proportion of total facuity accounted for by full and associate
professors varying from a low of 39 percent to a high of 54 percent, The eco-
nomic importance of these figures can be appreciated when it is noted that a
downward shift of 5 percent in senior faculty members as a proportion of all fac-
ulty members (keeping total number constant) would produce savings of about
$30, 000 annually for one of the average-sized institutions in the group, An up-
ward shift in seniority of faculty causes total faculty costs to rise more rapidly
than the growth rate of the average individual faculty member's salary. As can
be seen in Table 8, the median institution in the group experienced an increase
of 1.4 percent in full and associate professors as a proportion of faculty during
the period 1968-69 to 1970-71. For one institution, the increase amounted to
4 percent, At the other extreme, one institution was able to achieve a signifi-
cant reduction in this ratio,

Table 8

Change in Percentage of Senior Faculty

High Median Low
Change in percentage of Full and +4% 11, 4% -3%

Associate Professors of total
Faculty from 1968-69 to 1970-71

In the discussions at the Hershey meeting, it became clear that in most institu-
tions existing practices with regard to faculty promotions will cause the propor-
tion of full and associate professors to increase over the next 2 years.
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A rclated measurement, shown in Table 9, is tenured faculty.

Table 9

Percentage of Senior Faculty

1970-71
High Median Low
Tenured faculty as a percent 66% 46% 33%

of total faculty

The greater the proportion of faculty members holding tenured appointments the
less flexibility the institution will have in reducing the number of faculty membrs,
As Table 9 shows, the percentage of tenured faculty varied from a low of 33 per-
vent to a high of 66 percent, From additional data collected at Hershey, it was
apparent that a number of institutions expect as much as two-thirds of their
faculty to be tenured within the next 3 to 5 years.

Table 10 shows the range and median of the average salaries of the partici-
pating institutions. While the overall range is significant, there is not a m-terial
spread between the median average salary of $12, 962 and the low of $12,0-.

In the long run, average salary levels are by and large a function of the "market
place' and thus do not represent an area of high potential savings,

Table 10

Faculty Salary Levels

1970-71
High Median Low
Average Faculty Salary $14,938 $12,962 $12,047

Clerical Support

The final arca of compirison among institutions in instruction-related costs
15 in the amount of clerical support provided to the faculty, Table 11 shows the
variation in number of full-time gquivalent faceity members for each clerical
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While some potential for savings exists, this area cannot be

support person,
It may be, how-

regarded as providing & major opportunity for cost reduction,
ever, that in those cases where there is a savings potential, this type of reduc-
tion is among the least objectionable in the academic area - i, e,, it is less
directly related to the instructional process than, for example, class size,

Table 11

—— e e ———

1970-71
lligh Meaedian L.ow
31 11.6 6.5

Numbeaer of FTER per
clervical support personnel

Lil)ragf_

The remaining academic area to be discussed is library operations. In
-

1969 -70, financial data on total library expenditures per student showed marke i
variations amaong the 12 participating institutions - from approximately $80 to

»450,

The cost-quality analyses examined several specific areas of library oper-
ation that account for the large overall variations in cost: (1) service support
personnel, (2) technical support personnel, and (3) expenditures for books and
periodicals, To understand these variations in cost, it is necessary to relate
manpower and dollar expenditures to appropriate activity levels, Table 12 com-

pares three such measuremaoents,

;I_‘al)lc 12

Library Operations

1970-71

e

E

O

_Aigh Median Low
Circuliation per service personnel 15,132 $10, 046 $5, 557
Books added per technical personnel R I, 103 PR
Ixpenditures for hook:s aond 148 WY 3

eriodivals per 7 F
}
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The variations among institutions suggest the possibility of reduction oppor-
tunities through: (1) increasing the productivity of support personnel, and
(2) limiting expenditures for books and periodicals. In examining low productivity,
it is necessary to question both the rate of personnel utilization and importance
of he rumber and level of services provided. Similarly, priorities for new pur-
chases should be e;.amined to see if basic support of academic programs can be
provide'l at lower cost - i,e,, if a significant fraction of total expenditures is for
items that receive little or no usage. This is an area where practices ca. evolve
over time without sufficient recognition of the economic consequences,

STUDENT AID

In considerable measure, the dramatically increased costs of higher educa-
tion have been shifted to the ultimate consumers, the students. The transfer of
increased expenditures has been manifested through rising tuition, fees, and room
and board costs. And because private institutions of higher learning have tradi-
tionally assisted those with limited financial means in meeting the costs of higher
education, student aid expenditures have expanded correspondingly. A further
upward pressure on student aid costs has been the recent special efforts to en-
able the economically disadvantaged and minority group students to participate
fully in higher educational opportunity,

In this section we:

¢ EKExamine current student aid expenditures and their rece..t growth

¢ Describe the alternative forms of student aid employed by participating
institutions

¢ Analyze the more recent efforts to provide educational opportunity to

cconomically disadvantaged and minority group students,

Stadent Aid
ixperditures
And Growth

During the 1970-71 academic year, students at the 11 institutions submitting
student aid data received over $16, 000, 000 in financial aid from the institutions
and other sources, For those institutions reporting comparable data for the
LO68-09 academic year, the amonnt of financial aid received by all students had
prown 23 percent over the 2-year period. The percent of increase over the

d-year period varied among institutions from 11 to 50 perceent,
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Undergraduate stodent aid for the "typical' reporting institution amounts to
24 percent of the revenues® received from all undergraduates; the range for all
institutions was between 18 and 31 percent, Typically, 35 percent of undergrad-
uates receive some financial assistance, and there is a wide variation among the
institutions - from 22 to 43 percent - in the proportion of students aided. Al-
though the percentage of students who receive aid shows some correlation witk
tuition and other costs of enrollment, the latter range is not particularly wide
(from $3,000 to $3, 800, with most at the $3, 400-%$3, 500 level); moreover, some
institutions with costs at the lower end of the scale have the highest percentages
of students aided.

In addition to the growing proporticn of resources devoted to student aid,
there is a growing variance between the funds specifically available to institu-
tions for student aid (e.g., income restricted for that purpose, restricted gifts,
special funds) and institutional expenditures, For the 1970-71 academic year,
the 11 institutions for which we had earlier (1969-70) financial data reported
""deficits'== in their student aid accounts aggregating to over $4 million; these
deficits were largely offset by surpluses from other accounts (e. g., educational
and general, research, or auxiliary enterprises), According to our projections,
these negative results in the student aid accounts will grow to an aggregate of
nearly $8 million during the 1975-76 academic year,

Alternative Forms
Of Student Aid

A wide variety of student aid instruments can be craployed to assist students
in meeting their financial nceds:

- Institutional prants are those institutional funds awarded to students
by the college attenrded, These funds come from endowment income
and gifts restricted for the purpose of student aid and from the gen-

cral revenues of the institution, including tuition s'evenues and unre-
stricted gifts and endowment income,

- Outside scholarships are those which are financed and administered

by groups outside the institution. Examples include National Merit
Scholarships, ROTC Scholarships, and state scholarships other than
those awarded by the Pennsylvania State Schola rship Program (PHEAA).

- Tuition, feces, room and board,

“ - Asused here, the term deficit means that expenditures for student aid
were greater than revenues specifically carmarked for that purpose,
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- Educational Opportunity Grants are awarded to cconomically disad-
vantaged students by the individual institutions, utilizing funds pro-
vided specifically for that purpose by the U, S, Office of Education.

- PHEAA - Pennsylvania Higher Education Assistance Agency grants.

- Institutional loans are those loan funds administered by the institution,
National Defense Student Loan (NDSL) program funds are included in
this category as well as institutional loan funds.

- Guaranteed Loan Program consists of those loans administered by
commercial lending institutions and guaranteed by the federal or state

governments,

- Employment consists of jobs held by students during the academic year
and includes participation in on campus work study programs,

Institutions reported utilizing these various forms of aid in differing propor-
tions. Table 13 below indicutes the distribution of «id forms for two institutions
and the average for all participating institutions,

Table 13

Variations in Alternative Undergraduate Student Aid Forms

1970-71
Institution
Type of Aid Y 7 Average

Institutiona” scholarships and grants 22% 47% 32%
Outside scholarships 16 5 10
Educational Opportunity Grants 4 2 4
PIIAA 13 8 14
Institutionally administered loans 19 17 11
Guaranteed Lioan Proyram loans 23 21 19
Jobs 3 <4 1o

LOO" 100" 100"
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Exhibiu [l shows the variation in student aid mix among eight of the institu-
tions, The utilization of various aid forms heavily influences the actual cost to
the institution of its student aid program. For example, institutional scuolar-
ships and grants are clearly the most expensive form of aid, because they use
funds that for the most part could be used for other institutional purposes. The
funds are not repaid, as are loans; and no service is required in return as is the
case for funds expended on work programs.

Also, the use of other, noninstitutional funds (e.g., outside scholarships and
loan funds and various governmental aid programs) is economically preferable,
although the sources of funds are likely to be less stable since the amounts are
not entirely determined by the institution, By placing heavier emphasis on out-
side funds, some institutions are able to offer those of limited financial means
the same level of assistance - at less cost to the institution, In effect, they are
able to leverage their own funds to produce a more cost-effective mix of aid.

Assisting Economically
Disadvantaged and
Minority Group Students:

Although the participating institutions have always assisted the financially
less able in meeting the costs of higher education, recent concerted efforts have
been aimed specifically at assisting severely economically disadvantaged and
minority group students in participating fully in educational opportunities, Ful-
filling these social and educational -objectives has been - and will continue to be -
an expensive effort,

Economically disadvantaged students,  Although cconomically disau-
vantaged students®% constitute only about 6 percent of all undergrad-

nates, they receive 23 percent of all undergraduate financial aid in
L970-71,  Institwtions reported differing proportions of econoniically
disadvantaged students in their student bodies and correspondingly
disparate percentages of funds committed (o ass?sting this group.

The proporden of ecenomically disac . antaged unaergraduate students
ranged from 3 to 1l percent; and the percentage of aid received by
such studenms ranged from 11 to 46 percent, In general, nearly all
M peroent) of the economically disadvantaged students rece .ved some

form of student ard,

- These groups are not matually exclusive,

- They are those students meeting the federal government vriteria, i, e, stu-
dents whose familics have incomes of less than $9, 000 and whose parents
can contribute less than $625 per year as reported on the Colle re Scholar -

ship Sesvice form,
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From 1968-69 to 1970-71, assistance to the economically disadvan-
taged increased at a rate slightly less than that for all student aid,
indicating that the proportion of total student bodies accounted for by
this gyroup may have begun to stabilize. For those institutions® report-
ing data for both academic years, the amount of all student aid rose

27 percent while aid to the economically disadvantaged rose by

22 percent. During the same periods, the number of economically
disadvantaged students on these campuses increased by 12 percent,

As Table 14 below demonstrates, economically disadvantaged students
received a mix of aid different from that received by all students. The
economically disadvantaged typically received a larger share of their
funds in EOG and institutionally administered loans and a smaller share

of nutside scholarships, PHEAA and GLP loans than did all aid
recipients,

Table 14

Undergraduate Student Aid Mix

(Including GLP Loans)

1970-71
Economically
Type of Aid All Students Disadvantaged
Instiintional scholarships and grants 32% 32%
¥ Outside¢ scholarships 10 6
Educational Oppo “tunity Grants (EOG) 4 20
PHEAA | 11
Institutionally administered loans 1l 15
Guaranteed Loan Program (GLP) loans 19 7
Jobs _1o -
100" 100",
I oddition to the difference in the form of aid received by coonomiically
dhisadvantaced and other students, insthitations varied in the

- ot all dnstitations reported for both years,
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mix of aid forms in meeting the needs of disadvantaged students,
Table 15 demonstrates the reported variations in alternative forms
of aid received by economically disadvantaged undergraduates.

Variations in Distribution of Undergraduate Student

Aid Forms to Economically Disadvantaged Students

1970-71
Institution
Type of Aid Y Z Average

Institutional scholarships and grants 22% 62% 32%
Outside scholarships 9 3 6
Educational Opportunity Grants (EOG) 20 10 20
PHEAA 15 7 11
Institutionally administered loans 20 13 15
Guaranteed Loan Program (GLP) loans 8 3 7
Jobs 6 2 _9

100% 1007 100%

Minority group students. Minority group students - some of whom are

also economically disadvantaged - constitute about 5 percent of the ag-
pregate undergraduate student population and receive about 13 percent
of undergraduate financial aid, The proportion of minority group stu-
dents on all of the campuses included in the study ranges from 1 to

10 percent; the percentage of all student aid devoted to minority aroup
students ranpges frrom 3 to 26 percent, In the ajgrepate, 84 pureent

of minority proup students receive aid, although the precentage ro-
ceiving aid at the various institutions ranges from 51 to 100 percont,

Aid to minority group students has risen at a 1ate nearly three times
that for the aeneral increase in st adent financial aid,  For the institu-
tons reporting data for the 1968 .69 and 19707 | periods, aid to minor.
Hy uroup students rose 78 percent, while total underpraduate student
i

atd ane reased by 27 percents This 78 percent increase in aid was agc-
)

companted by a 79 percent inerease i the number of minority group
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students, indicating the growth in aid per minority group student has
stabilized., The aggregate proportion of minority group students in
the undergraduate student bodies increased from 3 to 5 percent in the
same period,

One imylication of the marked increases in the numbers of mirority
group students and the amounts of aid they receive is that institutions
have committed themselves to still further increases in studernt aid
expenditures, Recent increased enrollments of minority group stu-
dents have been concentrated in the freshman and sophomore classes,
Maintaining current policies - i.e,, admitting the same fraction of
minority group students in the future - will increase the proportion of
minority group students to 7 percent of overall enrollment by 1972-73,
If previous experience is borne out, substantial amounts of additional
aid will be necessary to assist these students, '

Table 16 demonstrates the marked difference between the aid mix re-
ceived by minority group students and that received by all students.
Minority group students typically shared more heavily in institutional
scholarships and grants and EOG funds than did all aid recipients; but
they penerally received a lesser share of aid in the forms of jobs, GLP
loans and PHEAA grants. Participation in outside scholarships and
institutionally administered loan programs was about equal for minor-
ity group and all other aid recipients.

Table 16

Undergraduate Student Aid Mix

(Including GLP Loans)

1970-71
Minority
All Students Group Student s

Institutional scholarships and grants 32% 48,
Outside scholarships 10 8
Fducational Opportunity Growth (1OG) 4 14
PIHEFAA 14 £
Institutionally admimistered loans 11 L1
Guaranteed Loan Proveam (GLEP) loans 19 I
Tobs o i

Loor, oo,
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As in the case of economically disadvantaged students, the distribution
of aid forms to minority group students among the reporting institutions
was not uniform. Table 17 below shows the mixes of aid forms em-
ployed to assist minority group students,

Table 17

Variations in Alternative Undergraduate

Student Aid Forms to Minority Group Students

1970-71
Type of Aid Institution Average
X Z

Institutional scholarships and grants 27% 70% 48%
Outside scholarships 10 5 8
Eiducational Opportunity Grants (EOG) 18 6 14
PHEAA 10 1 6
Institutionally administered loans 20 13 11
Guaranteed Loan Program (GLP) loans 7 3 7
Jobs 7 2 _6

100% 100% 100%

From these analyscs, two central questions arise, First, can private edu-
cational institutions continue to bear so great a share of society's responsibility
for providing educational opportunity to the financially handicapped? This ques-
tion is not one of determining whether students should be aided oe of denying the
cducational values associated with socially and ceonomically heterogencous stu-
dent bodies. Itis a question of who should assume what portion of sociaetyls re-
sponsibility to provide financial assistance. 1t can bhe a rened that it is a public
responsibility and, as such, should be borne by government,  In any case, in-
stitutions facing the prospect of scarce resources will not be able to escape the
hard decisions involved in balancing financial commitments to this form of social
tvestment with those that determine the scope and quality of other activitios

central to their missions,
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Sceond, piven the abjective of providing educational opportunity to the finan-
cially handicapped, can the cost to institutions be reduced by altering the mix of
alternative forms of aid? 1o light of the range of practices and policies with re-
spect to the forms of aid utilized by various institutions, a number of colleges
should be able to effect considerable cost savings by adjusting their aid disbribu-
tion while maintaining the level of their assistance to students (o, L., by placing
more emphasis on loans, employment, and outside sources of aid),

ADMINISTRATIVE AND
STUDENT SERVICLES

The next aspect of institutional operation examined involved administration
and student services. It had been clear from the data already available at the
start of the study that General Administrative expenses (including academic ad-
ministration and student services), as a percentage of total operating expenditures,
varied considerably among institutions, The range of these ratios and the median
in 1969-70, for 11 institutions for which data were available, arce shown in
Table 18 below,

Table li'f_

General Administrative Expenses as a Percentage

Of Total Operating Expenditures

1969-70
Low
fligh = Median® Collepe University
24 1 ()"/o 14"/'0 10%

There are some problems of accounting treatment in interpreting these re-
sults, but it appcears unlikely that they cause all the rangpe of variation, A more
important difficalty in interpreting the results is the proper weight to be piven
to differing cconomics of scale in operations, In onr analyses, administrative
functions and student services were reduced to o per-student basis (e, p,, al-
thouvh o case can be made that facnlty as well as students benefit from a num-
boer of adiministrative services),

———— e e

- Both vhewe mnstitations are colleves rather thar universitios,

o MeKinsey & Company, lne.
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Differences in cost per student among institutions can be caused by a nu,n-
ber of factors. One is the varying size of student bodies, Hence, within those
functions that must be performed regardless of the number of students enrolled,
larger institutions may benefit from economies of scale. Nevertheless, in many
instances institutions of equal size also reported disparate costs per student.

In fact, in some cases, small institutions reported the lowest costs per student.
Throughout the analyses, instances were noted where economies of scale ap-
peared to be important determinants of costs ver student,

Since a large proportion of the cost of administrative functions and student
services are personnet costs, it is not surprising that many of the differences
in cost per student are due to the intensity of utilization of professional and sup-
port personnel, Where an institution shows lower utilization rates (in terms of
the nurnber of students served per administrative or professional personnel)
than other comparable institutions, it can be presumed that opportunities tor
cost reduction exist. However, in subsequent evaluations of these operations,
the institutions must determine if the relatively preater resources expended per
student are a result of conscious policy decisions, the result of historical hap-
penstance, or just plain managerial inefficiencies.

Another obvious factor contributing to differences in cost per student is the
type of service offered. For example, some institutions commit sizeable re-
sources to particular services (e.g., mental health care or placement activities)
while others do not, A thorough examination of the relative costs and benefits
of each form of service is an essential starting point in a search for cost-
reduction opportunities,

In the two sections that follow we present summary findings and explanations
of differing costs per student for administrative functions and student services.
The first section examines: (1) the purely administrative functions of the pres-
ident, chief academic officer, departmental administration, and chief business
officers; and (2) computer services., The second ction explores: (1) student
service activities (including admissions and financial aid administration, health
care, counseling, and registrars' offices); and (2) athletics.

Administrative Services

Purely administrative services are grouped under the categories of academic
administration and functions of chief business officers. Computer services are
also discussed in this section,

¢ Avademic administretion. Academic administrative duties are per-

tormed by a variety of academic officers: presidents, chicef academic
officers tprovosts), and department chairmen,  Table 19 shows costs

McKinsey & (Company, Inc,
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per student for these combined functions and certain dollar and stalis-
tical data for individual components as well.

Table 19

Arademic Administration

1970-71
BEST COPY AVAILABLE

High
University  College  Average Low

Expenditure/FTEE: $283 $260 $157 $ 76
All Academic Administration

A. Expenditures/FTEE: 31 179 64 40
President's Office

B. Expenditures/FTEE: 207 81 63 25
Chief Academic Officer

C. Expenditures/FTEE; 45 0 28 11
Departmental Released Time

D. FTEE/FTE Professionals 116 148 238 336
(excluding released time)

Our analyses indicated that while economies of scale contributed to the
wide gap of differing expenditures in these areas, a number of similarly
sized institutions incurred markedly different expenditures per student,
The large universities reported higher costs per student, probably be-
cause of the more specialized tasks associated with their more com -
plex organizations and with relatively larger research activities,

.o

Chief business officers, As in the case of academic administration,

institutions reported wide variances in the cxpenses per FTER asso-
ciated with the business office. Such expenditures tended to be
heavily inflnenced by cconomies of scale, although within similarly
sized anstitutions variances of up to $93 per student existed, Univer-
sity expenditures per student again were higher than those reported
by colleges probably for the same reasons cited for academic adnin-
istration.  As expected, the primary cause of such differences in per
student expenditures appears to be the utilization of professional
nersonnel,

o McKinsey & Company, Ine.
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Table 20

Chief Business Office

1970-71
High
University College Average Low
Expenditures/FTEE 232 $167 $102 s 44
FTEE/Professional 115 210 407 616

¢ Computer services. As many institutions reported owning their

computer hardware and almost all indicated a high degree of utilization,
little opportunity is apparent for achieving savings through consolida-
tion or sharing most development costs. Not all institutions, however,
fully utilize the computer for administrative tasks, so the possibility
exists that, for some institutions, future development costs might be
minimized by making use of software systems developed by other col-
leges and taking advantage of time-sharing arrangements for hardware,

Decisions to make such arrangements will necessitate individual insti-
tutional analyses to determine the systems available through other in-
stitutions and the practicality of having administrative data processing
tasks performed elsewhere. Such arrangements could be facilitated by
more formal cooperative arrangements than now exist. A mechanism
for reviewing any future hardware acquisition plans should take into
account all institutions' computing needs to encourage consolidation of
new systems-development plans.

Student Services

Student services are grouped in five categories:

Y Admissions and financial aid. Administrative expenditures associated
with the admissions and financial aid activities of participating institu-
tions are characterized by economies of scale in that expenditures per
FTEE diminish as total FTEE increcases, lence, this area does not
present a major opportunity for savings,

¢ Health care. As Table 21 shows, health care expenditures per student
varied widely and did not seem to be heavily influenced by cconomies
of scale except in the cases of the large universities. Institutions of
o McKinsey & Company, Inc.
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similar size reported wide variances in the number of students served
by full-time-cequivalent professional personnel,

Table 21

Health Care Services

1970-71

Low
High Average College University

Expenditures/ FTEE $96 $48 $28 $27
FTEE/Professional 481 1,036 1, 850 1,432

Percent of expenditures for
mental health (for above institution
in each ¢olumn) 32 0 40
(est, )

The wide variations reported by institutions represented in the table
were a reflection of:

- Utilization of professional personnel

- The ievel of services offered, especially in the field of mental
health care,

Perhaps the greatest cause of the variations in health care costs per
student is the level of mental health services provided, [nstitutions
commit from zero to 50 percent of their total health resources to
mental health services, All of the institutions with above-average
health care costs per student provide substantial mental health services,

¢ Counseling. Institutions reported differing costs per student for the

activities for which the deans of student affairs are responsible and
provided widely disparate levels of service in testing and counseling,
pliccement and other counseling services.

- Decans of student affairs. Fxpenditures per FTEE vary

considerably and in large mzasure reflect the differing
atilization of professionals shown in Table 22, Feo-
nomies of scale are not particularly cevident, exoept in
the cases of the larger universities,

Q McKinsey & Company., Inec.
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Table 22

Deans of Student Affairs

1970-71
Low
High Average College University
Expenditures/FTEE $86 $48 $35 $22
FTEE/Administrator 240 513 661 1,074

- Testing and counseling services, Only 5 of the 12 n-
stitutions have explicit organizational units for this
purpose. Where testing and counseling services are
offered, they are generally carried on by a small
number of personnel, Nevertheless, the cost per
student ranged from $6 to $27.

- Placement offices. Nine of the twelve institutions
provide placement services, with expenditures
ranging from $4 to $27 per student in 1970-71; the
average was $13. Because many placement offices
are ''one-man' operations, economies of scale are
an important factor in the wide variation in costs
per student,

¥ Registrars' offices. Utilization of suv ort staff (nonprofessional and
clerical personnel) appears to be the key determinant of the disparities
in costs in the registrars' offices,

Table 23

Registrars' Office

1970-71

Low
High Average College University

Expenditures /FTEE $38 $26 $13 $20

FTEE/Support Staff Personnel 187 503 617 613

[MC McKinsey & Company, Ine.
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¥ Athletics, Recently, a number of institutions have effected cost
reductions by altering athletic programs, Institutions participating
in this study reported greatly divergent total expenditures for ath-
letic programs - from almost nothing to nearly $500, 000 annually,
Institutions of similar size also reported widely disparate expendi-
tures for athletics, In every case, revenues from athletic events
fall short of related expenditures. Most institutions reported great
difficulty in allocating costs to the various components of athletic
programs (e.g., intercollegiate, intramural, and physical education
activities), Of those institutions that attempted to calculate such
breakdowns, however, it was apparent that the ones with the greatest
athletic expenditures devoted the highest percentages of their re-
sources to.intercollegiate competition.

As each institution compares its own data with the ranges of administrative
and student services data shown above, the functions performed and objectives
served need to be identified in sufficient detajl to answer the question: "If costs
were reduced by 'x' percent, which functions would have to be (1) eliminated?
or (2) performed at lower cost?'" Only by tenacious adherence to this line of
questioning can the most fruitful possibilities for resource reallocations be
identified,

CASH MANAGEMENT

Our analyses of the management of cash at participating institutions suggest
that substantial revenues can be realized through improved 1nanagement of
balances carried in bank accounts., As the table below shows, institutions main-
tain varying average monthly demand bank balances.

McKinsey & Company. Inec.
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Table 24

Demand Deposit I.evels

1970

High
University College Average Low

Average monthly bank
balance ($000) $913 $685 $469 $54

Percent of average
monthly expenditure 11% 49% 349%, 8%

Estimated additional

revenue from reduced
cash balances ($000) $ 19 $ 25 $ 18 -

We estimate that for eight of the institutions included in the study, aggregate
savings of up to $150, 000 annually can be realized by reducing the level of bank
balances., In one instance alone, the estimated saving was $25, 000, To make
these estimates of potential earnings, we employed analytical techniques widely
used by industrial concerns to determine the appropriate levels of their bank
balances. The first step in this analysis is to price out, at current competitive
prices, the cosis incurred by the bank in processing and clearing each institu-
tion's checks and deposit items for a year and any other specific services per-
formed by the bank. The second step is to determine the average loanable bal-
ance necessary to compensate for these services, This balance can be deter-
mined by dividing the total activity cost by an estimated earnings allowance
(e.g., 5 percent). The third step is a determination of the amonnt of balance
necessary to tulfill the reserve requirements set by the Federal Reserve System,
As institutions were unable to report '"collected balances" averages ( a figure,
available from the banks, representing the bank balance of collected deposits), we
assumed funds in collection at one day's average receipts, a measure found appli-
cable in other cash management studies.

The sum of the average loanable balance, the reserve-requirement balance
and funds in collection can be consiuered a 'fair" balance. For each institution,
we then compared the ''fair' average balance with their actua! reported average
balance, The excess of actual balance over fair balance could be invested in in-
come producing investments providing additional revenue. Hence, the amount
ot these earnings becomes a target for improving the institution's investment
carnings through better management of bank balances.

EMC McKinsey & Company, Inec.
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Reducing bank balances, of course, involves negotiation with banks. Insti-
tutiuns frequently enjoy banking services and relationships that arce hard to
measure in the analyses, The procedure suggested above should provilde a broad
measure of how much those intangibles are costing the institution in terms of
investment revenues foregone and thus indicate whether they are worth the cost,

In addition to reducing cash balances in demand accounts, it is likely that
investable funds (and hence income) can be increased by certain internal cash
management techniques.

Steps that some institutions have already taken along these lines inciude:
l. Expediting deposits to bank accounts

<. Planning cash flows, especially unusually large ones, well encu.n
in advance to ensure that funds are not unnecessarily tied up

3. Ensuring that vendor's invoices are not paid before their due dates

4. Arranging to have tuition payments made directly to banks through
"lock box'"' arrangements, %

BEST COPY AVAILABLE

The preceding sections of this report encompass the major aspects of an
institution's operation, and any useful review of these represents a sizeable
undertaking,  As an institution approaches the task of reexamining its operations
in line with the above discussion, two basic questions will inevitably be asked:
(1) "Is it worth it?" and (2) "how du we go about it? "

With regard to the first question, we return to one of the initial criteria em-
ployed in determining areas of study concentration - i, e., cost reductions should
have the potential of eliminating the operating deficits projected for 1975-76.
While we obviously cannot foresee the specific steps to be taken by individual in-
stitutions, we did attemipt as part of the study to assess the potential for savings.

To arrive at this potential, we applicd the identified opportunities to a "com-
posite institution, ” ‘This composite institution was formed by conmpiling the data
from a selected number of the 12 participants that appeared to us to he reasonably

- Some institations have also been able to decrease their own clerical loacds

at peak periods through "lock box™ arrangements,

E TC McKinsey & Company. Inc.
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representative of the whole group - not so much in magnitud : as in terms of
applicability of the improvement opportunities identified. Tne projected operat-
ing deficit of this "institution was about $1.7 million - approximately 4.5 per-
cent of expenditures. If the composite institution were to be successful in
realizing opportunities in tl e areas discussed above, we estimate the savings
would be approximately $1.5 million, These would b » distributed as follows:
faculty (44"), library (4"%), adnunistration (18%), athletics (16%), student aid

(1 3"4), and cash management (5%). Even though this exercise is fraught with a
host of uncertainties, the resnuits are substantial ennugh that, with a gererous
allowance for error, the eftort, indeed, appears worthwhile,

As we have emphasized throughout this study, each institution must chcose
its individual approach to improved resource utilization - one tailored to its own
purposes and objectives and consistent with the severity of its financial stress,
This study did not deal with individual institutional strategies, and thus it cannot
result in a specific list of recommended courses; of action for each to follow.
Implicit in all of our discussions, however, s 2 process any institution can fol-
low. To help make that process more explicit, we list a set of questions in the
Appendix that might be asked by each institution in light of what it now knows
about itself in relation to other institutions. We believe these will be helpful in
guiding the scarching reexaminations we hope will grow out of the Cost-Quality
Study.

McKinsey & Company. Ine.
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D - CONCLUDING UBSERVATIONS

In addition to presentation of the results or the Cost-Quality Study discussed
above, some observations regarding the outcome and the pra-ctical difficulties of
such a study arc appropriate., These observations may help to place the first
phase of the Study results in a more understandable framework and also provide
useful guidance for other groups of institutions attempting similar studies in the
future.

The principal types of problems we znticipated in advance of the Hershey
meeting, and which ultimately proved to be troublesome, include those associated
with the quality and interpretation of comparative data. The objectives of the
Cost-Ouality S-udy place great weight on the use of comparative data to establish,
for analytical and discussion purposes, those significant differences in resource
ntilization existing among roughly similar institutions. Understandably, the more
dissimilar the institutions were, the more imperfect the comparisons could he,

In one sense, the Study does invclve comparable institutions - i, e., they all
are well regarded, with expenditures per studeri well above the national average
for independent institutions, Nevertheless, significant differences in mission,
size, and available resources do exist among the participating institutions. The
most important differences occur between the predominantly 4-.year liberal arts
institutions and the large universities with substantial research programs and a
number of grad- ate and professional schools, While an attempt has been made
to isolate the undergraduate portion of each university's academic program for
comparison with other undergraduate programs, the comparison remains im-
perfect,  For cxample, the indirect influence of research funds on undergraduate
stiudies was necessarily ignored because quantifiable d:scription was not possible,
The result is, in the cases of large universities ani siaall colleges, a weakening
of the presumption that institutions have much to lea . n from one another. On the
other hand, all of the institutions involved were enthusiastic over the fivst phase
of the stndy and felt further cooperative explorations well worth pursuing.

Foven among basically similar institutions, two potential problems are bound
to arisce: (1) comrarative data are indicative, not conclusive; and (2) data sources
at most institations are designed primarily to serve fiscal rather than resource-
managemaent requurements,  This latter condition must be regarded as a basic
weakness an the information systems of colleges and universities.

To serve the needs of the cost-quality kind of examination, data should Fe

both hroad enongh vt sulficiently focused to cover major aspects of institutional
operations and ot the same time concise enough to be discussed in the conrse of
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necessarily brief workshops., Ideally, data should permit general diagnoses,
such as the indication that an institution is devoting greater or lesser resources
to performing a set of functions than are comparable institutions: they would
necessarily not permit determinations that specific levels are either "right'" or
"efficient." Such conclusions require in-dapth, institution-by-institution anal
ses. Comparisc s within the context of group discussions should stimulate ques-
tions concerning minimum levels of service., That is, comparative data should
be viewed only as a further source of information to be considered in evaluating
claims on resources. The tendency exists, however, for some officers in i.sti-
tutions to look to the data for conclusive answers concerning the optimum levels
of resources to be devoted to various functions. To the extent that such expec-
tations are held, the potential opportunities provided by the comparative data
will not be fully exploited.

The second potential difficulty mentioned above is that resource utilization
data are often not available ii: the most useful form. For most institutions, data
are usually tailored to mect tiscal accounting requirements and, therefore, are
not program oriented. Hence, it is often difficult to isolate the resources ap-
plied to given programs or functions. Many areas incl :d¢ functions for which
there are not generally agreed-upon standards - those included under the headiryg
"President's Office, " for example. Even if there were agreed-upon standards,
existing informatior systems are ill-equipped to provide corresponding data.

In any event, within the current capabsilities of institutions to provide data, ap-
proximations arc necessary, and .omparisons must be made with adequate al-
lowance for the limitations of the data,

In spite of these difficulties, we conclude that moest of the participants have
thus far derived essentially the results that had been hoped for. We believe most
of them have:

(]

A areater awareness of the issues involved

¢ An analytical framework for pursuing opportunities to modify
allocation of resources at their individual institutions
¢ An agrecement to continue working together as a group, or as sub-

groups in selected arcas, in facing the financial difficulty that lies
ahead,

The ultimate test of the results of the Study will lic in the actions taken by

each institution to maintain the cssentials of its educational programs within
the resources at can bring to bear during the coming months and years,

EMC McKinsey & Company, Inc.
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Appendix - 1

LIST OF QUESTIONS

1O GUIDE INDIVIDUAL INSTITUTIONS IN

INVESTIGATING COST-REDUCTION OPPORTUNITIES

A - ACADEMIC PROGRAMS

l. How van we account for the variations between our institution and others
in resources expended per registration?

a. Among similar divisions?
b. Among similar depaitments within divisions?
2. Are the "high cost' areas at our institution a result of:
a. Conscious policy decisions?
b. Low quality of teaching (and thus low registrations)?
¢. An accumulation of past decisions?
d. Happenstance (i. e., they just grew)?

3. To what extent are the variations inherent in the nature of the disciplines
of divisions and departments?

a. Except for differences inherent in the nature of the disciplines, do
swdents cnrolled in various disciplines receive "equitable' shares
of the institution's resources?

b. To what extent do (can) inherently high cost disciplines (hard
sciences) carry a higher price tag (e. g., through lab fees) -
i.e., can the student be asked to pay according to resources
consumed?

4. How can our institution go about improving resource utilization in academic
divisions and departments without compromising educational objectives?

a. Is the current distribition of resources consciously and rationally
related to generally uaderstood objectives?
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b, If so, what are those objectives?
¢. In the absence of such objectives, how are resources allocated?

5. What are the high leverage areas for improving resource utilization at
our institution?

a. Canthe requirements for numbers of facultly be reduced?
(1) By restructuring faculty work loads?
(a) Through increased emphasis on teaching

(b) By tailoring faculty assignments to recognized
strengths

(¢) By modifying class-size or structure

(d) By recognizing that some fields are expanding
less rapidly than others?

(2) By reducing number of courses offercd?

(a) Because better prepared entering students
have already covered them

(b) Where, for wlatever reason, demand has
virtually disappeared

(¢) Where there is substantial overlap in coverage

() Where we have sinmiply added courses to keep
abreast of growing knowledge rather than re-
design curricula?

(%) By alterimg modes of instruction?

() Are instructional formats tailored to defined

cducational objectives?
(hy Can greater use be made of team teaching”

) Has the nse of antomated teaching methods been
Cully explored”  without prejudice”

Q McKinsey & Company, Ine.
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() By reducing laboratory requirers~:nts for faculty?

(a) Reducing number of courses requiring lab-
laboratories?

(b) Using '"paraprofessionals' in laboratories?

(5) By placing greater share of educational burden on the
student?

(6) By examining tenurce structure by division and depart-
ment to ascertain where tenure is a real constraint
to more effective faculty utilization?

b. With requirements for members of faculty reassessed, can the cost
of faculty be reduced?

(1) Does our institution face a steady drift toward high
rank (and tenure) structure?

(2) Are our promotion (and retention) policies in early
career stages selective, or does the first contract
extension really amount to tenure?

(3) Do promotion policies virtually assure promotion once
tenure is granted?

() By what means can senior faculty be leveraged to take
advantage of their greater experience and higher cost?

¢. Are our facully compensation policies linked to an acceptable means
oi pertormance measurement?’

(1) Is evaluation of faculty performance consciously and
systematically related to the institution's educational

objectives?
(2) Should salary scales reflect different faculty roles?

(5) Realistically, arce compensation increases virtually

auntomatic for rank and time in rank”?

Q McKinsey & Company. Inc.
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d. Are faculty support costs (secretarial, etc.) commensurate with
benefits gained and consistent with the institution's current finan-
cial strength?

B - LIBRARY

1. Is our policy on library acquisitions based on a clearly stated rationale for
the library on our campus? Is the library

a. A collection of all important books and periodicals?

b. A collection of those books and periodicals required to support our
educational programs and objectives?

2. Have we established an effective priority system for purchasing?

3. Do we automatically purchase new publications in certain fields without
regard to extent of use”?

4. Do we know the proportions of library "demand' that stem from:
a. Reading requirements specified by faculty?
b. Voluntary reading interests of students?
¢. Faculty rescarch requirements?

5. Given our current library policies, does comparison with other institutions
suggest that library expenditures can be reduced?

a. By lowering acquisition costs, i.e., purchasing fewer:
(1) Titles
(2) Copies per title
(3) Periodicals
b, By lowering operating costs, e. g.,
(1) Circulation and reference personnel

(2) Technical personnel

[MC McKinsey & Company, Inec.




(3) Care and maintenance of books
(4) Storage of periodicals
c. Canwe
(1) Make fuller use of students as library personnel?

(2) Collaborate with other libraries?

C - STUDENT AID

l. How can I account for the variations in student aid expenditures between
our institution and others?

2. Does our institution have stated policies that guide student aid decisions?

3. To what extent do these policies reflect:
a. Educational objectives?
(1) Attracting high-quality students
(2) Maintaining geographical distribution

(3) Achieving educationally desirable socio-economic mix
in student body

b. Social objectives?
(1) Aiding economically disadvantaged
(2) Aiding minority groups#*

4. Are our current student aid policies effective? Have stated objectives of
student aid been met?

5. Are current policies with respect to educational and social objectives of
student aid viable for the foreseeable future? Are the benefits commen-
surate with the costs, given competing demand for resources?

* - Beyond the extent required by educational objectives.
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6. Do existing policies provide adequate guidelines for determining the student
aid mix?

a. Overall, for the institution?
b. Case by case?
7. Does our current student aid mix (institutional scholarships and loans, out-
side scholarships and loans, student or parental contribution, jobs) make
optimal use of resources?

a. Are ''outside' sources fully exploited?

b. Do we require enough student participation in the financing of their
education?

c. Do we ''over-aid'' some students?

d. Why is such a low percentage of total aid accounted for by campus
work?

8. 8. Can we take fuller advantage of the Pennsylvania Higher Education Assis-
tance Agency (PHEAA) by recruiting economically disadvantaged students
(including minority groups) from Pennsylvania in greater numbers?

9. Can we better coordinate the award of outside aid (e. g., the Guaranteed
Loan Program) with our own awards?

10. Can we increase participation in state and federal guaranteed commercial
loans?

D - ADMINISTRATIVE COSTS

1. Which administrative functions appear to be more expensive for us than for
other institutions?

a. President's office?
b, Chief academic officer's office?
¢. Business functions?

d. Registrar?
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2. How can I account for these differences?
3. To what extent are differences due to size or location of our institution?

4. Are there policy considerations (with respect to the learning and living
environment) that cause some of the differences?

a. If so, when have those policies been reexamined?

b. If not, can we set targets (10%, 20%, etc.) for administrative cost
reduction?

(1) Which functions can be eliminated?
(2) Which functions can be performed with fewer people?

¢. Can we benefit from more cooperative arrangements with other insti-
tutions, for example, in

(1) Placement?

(2) Purchasing?

(3) Administrative data processing?
(4) Insurance?

E - STUDENT SERVICES

1. Health care

a. Is our policy with respect to health care explicitly related to institu-
tional objectives (or implicit in some form in the notion of in loco

parentis)?

b. How does our range of hcalth care services compare with that of
other institutions?

(1) Physicians

(2) Psychiatrists or psychologists
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(3) Nurses
(4) Infirmary

¢. Does our location or housing arrangement dictate higher than
'""average'' health care costs?

d. Given the range of care provided, do our costs seem out of line with
those of other institutions?

(1) If so, what accounts for the differences?
(2) Are there cost-reduction opportunities?

e. Can health care rosts be controlled through the use of part-time
personnel, cooperative arrangements, contracts with local
hospitals?

f. Should students pay for health services
(1) As part of tuition?
(2) Through standard fee?
(3) According to use?
(4) Through adequate compulsory insurance?
2. Student counseling (Dean of Students' Office)

a. Is the range of counseling services we offer about the same as that
for comparable institutions?

b. If there are differences, do they result from basic differences in
institutional policies or needs?

c. Are our policies with respect to counseling services consistent with
our current financial condition?

d. Given our policies, are there savings that can be realized within the
constraints of economies of scale?
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- CASH MANAGEMENT

Can we take steps (0 increase investment income through tighter cash
management?

a. By decreasing cash in demand accounts, through

(1) Periodic and systematic review of bank balances against
computed ""fair' balances?

(2) Restricting the number of accounts (and thus balances)?
(3) Limiting account activity?

b. By increasing available cash through internal cash management
improvements, such as

(1) Analyzing collection, dcposit, and disbursement
practices?

(2) Special planning of large cash flows (e. g., tuition
collection)?

¢. By investing increased free balances in income-producing
instruments ?
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